5. New HampshireésRolein the Region

5.1. Introduction

New Hampshire'selectric grid isapart of the Independent System Operator of New England (1SO-
NE), aprivate non-profit organization charged by the Federal Energy Regulatory Commission (FERC)
with providing open and fair accessto theregional transmission system; managing anon-discriminatory
governance structure, facilitating market-based whol esal e e ectric rates; and ensuring thereliable opera-
tion of the bulk power system.!

I SO-NE includes six member states: Connecticut, Maine, M assachusetts, New Hampshire, Rhode
Idand, and Vermont. 1SO-NE islocated in Northampton, M assachusetts and isgoverned by aten mem-
ber Board of Directors. No board member can be affiliated with any of the participantsinthe market, in
an effort to ensure | SO-NE'’ sindependence and ability to administer afair and efficient marketplace.

ISO-NE, created by the FERC in 1997 in responseto deregul ation of thewhol esale €l ectric market,
is an outgrowth of the New England Power Pool (NEPOOL). NEPOOL was created in 1971 asa
voluntary association of electric utilitiesin New England who established aregiona network to direct the
operations of the major generation and transmission facilitiesin theregion. The NEPOOL members
created aControl Center to centrally dispatch power using themost economical generation and transmis-
sion at any given timeto match theload requirements of theregion. Thisapproachto aregional system
saved money for NEPOOL participantsand their customers, whileincreasing therdiability of the system.
| SO-NE continuesto use the knowledge of NEPOOL members, while operating through acompetitive
market.

NEPOOL membersincludeinvestor-owned utility systems, joint marketing agencies, municipa and
customer-owned systems, power marketers, |load aggregators, generation ownersand end users. The
relationship among the NEPOOL ownersisgoverned by an operating agreement, the Restated NEPOOL
Agreement, which providesfor the governance of the organization. TheAgreement also providesguide-
linesfor the operation of thewhol esale power marketsin New England, including amarket-priced, bid-
based power exchangeinto which participants can buy and sall e ectricity services. The NEPOOL Open
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AccessTransmission Tariff requiresthat al entitiesareigibleto receivetransmission service over Pool
Transmisson Facilities(PTF), which aretransmissionfacilitiesin New England rated 69 kV and higher that
move power around theregion.

ISO-NE isresponsiblefor operating theregion’sbulk power system, whichincludesmorethan 340
generators connected by over 8,000 milesof high voltagetransmission lines, and for administering the
region’swholesale power market. 1SO-NE’'smissionisto ensurereliableserviceto New England’s6.5
million electricity customers, guarantee equal accessto the transmission system, and to operate afair,
efficient wholesd ed ectricity market.

5.2 Regional Electric Market 1ssues

New Hampshire' selectricity industry isclosely linked to regional, aswell asnational, electricity
markets. Whilewe have been interdependent with thelarger New England power pool for several de-
cades, regiona and nationa e ectricity market i ssueshavebecomeincreasingly importantin recent yearsas
deregulation of thedectricindustry hasevolved. Several issuesareof particular importanceto the state.

Firgt, the Federal Energy Regulatory Commission (FERC) ismoving quickly toindtituteitsvisonof a
competitivewholesale el ectricity market in New England and therest of the nation. FERC' sproposal for
Standard Market Design (SM D) wasreleased in July 2002, and isexpected to befindized in 2003. Inthe
SMD proposal, FERC assertstheright to preempt statesfrom exercising their traditional jurisdiction over
electricity issues, and its proposal has become controversial onthe national level. New England has
already adopted somefeatures now promoted by the FERC, but New England regulatorsand governors
do not endorse all features proposed by the FERC. Somekey openissuesinwholesale market design
include: who will beresponsiblefor resource adequacy over time; how to maintain alevel playingfield
between variousresource options; how to prevent market abuses and extremely volatile prices; and how
to promote sound environmental stewardship in electricity resource decisions.?

The price spikesand blackoutsthat plagued Californiaafter competitive marketswere openedinthe
late 1990 shaverai sed concerns acrossthe nation about whether whol esale e ectricity can be supplied at
reasonabl e prices and with sufficient reliability under competitive markets. Many agreethat absent re-
formsto existing market models, thesegoalswill not be achieved.?

In addition, the FERC hasin recent years pushed the New England states (aswell asother regions
around the country) toward merging our marketswith neighboring statesto the south into alarger el ectric-
ity market. Sincethe1960's, New Hampshire selectricity transmission grid and generating plantshave
been operated by aregiona power pool, and Independent System Operator of New England (1SO-NE)

2Moreinformation about SMD isavailable on | SO-NE’swebsite, aswell asat www.ferc.gov.
8 Congress has been considering legislation regarding wholesale el ectricity markets, but prospects for such federal
legislation remain unclear at thiswriting.
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opened the competitive energy market for theregionin 1999. FERC announcedin 2000that it would like
to see the boundaries of regional markets expanded considerably, with no more than 4 to 6 regions
netiondly.

Morerecently, ISO-NE and the NY-1SO have proposed to merge, creating the NERTO (Northeast
Regiona Transmission Organization). Theproposa to mergel SO-NE withthe NY-1SO raisesquestions
about fairnessin sharing benefits between New England and New York, how marketswill be governed,
how stateswill havethe ability to protect their consumers, assurance that environmental issueswill be
considered and addressed, and how resource planning can be managed acrossalarger footprint. Thisis
of particular concernasaresult of thealeged gaming in California, and FERC'sfalluretointerveneinan
expeditiousmanner when Californiarai sed legitimate concernsand al egations about market manipulation.

Therecent acknowledgementsof Enron and Reliant, and thefact that Cdiforniawas serioudy harmed
with no meaningful recourse, mean that the possible movement toaNERTO could createalarger market
whichmay beeasier to game. Theseissuesand othersdeservetheattention of New Hampshireregulators
and policymakers to ensure that our state’s, and our region’s, interests are protected. The PUC has
played an activerolethrough NARUC (Nationa Association of Regulatory Utility Commissioners), and
NECPUC (New England Conference of Public Utility Commissioners), and through other avenues, and
should be provided with the resourcesto continuein thisimportant role.

The New England region also faces some morelocalized issues. | SO-NE has been promoting the
concept of socialized regional investmentsin transmission capacity, to move power into “load pockets,”
which areareaswith more demand for energy than local resources can supply. At leastinthenear term,
New Hampshire standsto loseif expensivetransmission into the greater Boston areaor into Southwest
Connecticut isbuilt and the costsare recovered through transmission rates spread acrossal | New England
€electricity consumers.

A further risk related to socidizing investmentsto relievel ocalized constraints against moving power
around theregionisthat it providesaperverseincentivefor load pocket utilitiesand consumersto “lean
on” the pool, deferring their own investments until the problem becomes severe enough to warrant a
regional transmission solution. 1SO-NE hasaRegional Transmission Expansion Plan process, witha
Transmission Expang onAdvisory Committee of which the New Hampshire Public UtilitiesCommissionis
amember.* Thisissuehighlightsthedifferent situationsof varioussub-regions, and remainsaproblemthat
requires continued involvement of the PUC to represent the state’sinterests.

TheRegiona Transmission Expansion Plan (RTEP) isan annual engineering assessment of there-
gion'selectric power system, that FERC hascharged | SO with developing. RTEPO2includeskey findings

41nformation on the RTEPO2 can be found at www.i so-ne.com/transmission/
Regional_Transmission Expansion_Plan/RTEP_2002.
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relativeto congestion in Southwestern Connecticut; potentia reliability problemsin Northwestern Ver-
mont; bottlenecksin Maine and the Southeastern M assachusetts-Rhode | dand areawhere power can not
betransported to higher demand areas; the potential role of demand responseto address congestion and
improverdiability; and an estimate that the region may need up to $900 millionin transmission upgradesto
improvereiability and efficiency.

Thediverse stakeholdersinthe RTEP processbelievethat it could serve astheregion’sresource
expangon plan, cons dering morethan just transmission upgradesby analyzing other solutionsto economic
and reliability constraintsthrough programs such as demand side management (energy efficiency) and
distributed generation. Rather than being mandatory, the RTEP can servetoidentify needsintheregion so
that that market will respond with creative solutions. In addition, the RTEPincludesaregulatory back-
stopif therearerdiability concernsthat will not be served by the market participants- i.e. whenreliability
requiresanimprovement that isnecessary to “ keep thelightson.” The RTEP processisanimportant one
that New Hampshire, through the PUC, should continueto behighly involvedin.

Thedisastrousproblemswithwhol esd ed ectricity marketsin Cdiforniaduring thewinter of 2000- 2001
haveunderscored theimportanceof getting regiond dectricity industry structuresright. New England presently
hasacomfortablemargin of reserved ectric capacity, resultinginmoderate prices. New Hampshirehascontrib-
utedtothismargin by itsapprova of two merchant power plantsnow under constructionin Londonderry and
Newington. However, theeroson of confidencein energy trading marketsafter the Cadiforniadebacle, aswell
asthenorma boom and bugt cydeaf thecapitd-intengvedectricity industry, meanthat power plant devel opers
cannot currently securefinancing for any additiond capacity. Thereisaconcernthat growthinloadwill takeup
any excess capacity, causing pricestorisesignificantly. New Hampshireand New England should usethis
window of opportunity to continueto planfor our futureand put in placeindustry structuresdesignedto assure
fair and reasonabl e pricesfor reiable supply, congstent with our obligationsto provide safe, reliable, environ-
mentally sound energy.

Thetragiceventsthat took placeon September 11, 2001 highlighted theimportance of eva uating security
risksinenergy planning (whether theresult of ddliberate sabotageto the system or because of an operationa
risk) for both theshort and long term. Inadditionto dedingwith“how to keegpthelightson” whilemaintaining
reasonablerates, energy officid saso need to ensurethat system security risksareaddressed, and thepotentidly
sgnificant costsassoci ated with protecting large-scd eremote generation Stesand necessary transmission net-
works. Inthisnew paradigm, therearenoreliable cost estimatesavailablefor increased security needs. How-
ever, it hasbeen suggested that the costswill emul ate the stranded coststhat utilities have encountered in
restructuring. Thisshould not bedeemed an obstaclethat inhibitsour energy planning, but rather an opportunity
to better plan our energy and security needsasagtateand asaregion.

Energy efficient technologies and clean distributed generation (DG) should be apart of thisnew
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planning effort. Theseresourcesareboth practically easier and less costly to secure becausethey are
smallerinsizeand areused inon-sitelocations. Because each small plant hasalow-impact onthegrid,
they arealsolesslikely to cripplethe economy for aregion or stateif thereisasystemfailureduetoa
human-madeor natural disaster. A recent “Issueletter” from the Regulatory Assistance Project (RAP), a
non-profit organization that providesass stanceto state public utility regulatorson eectric utility regula-
tion,® discusseswaysto address energy security risks.” Inthelssueletter, RAPconcludesthat “ energy
security (and relieving pressure onthegrid) will comefrom anetwork with much moreenergy efficiency
and distributed resourcesthanit will from building fortressesaround large, fragilefacilitiesand trying to
defend milesof transmissonlinesand gaspipeines.” Thereport goesonto detail theexisting technologies
and policiesthat are needed to build thisresilient energy infrastructure.

Thereport also providesahel pful tablethat summarizesthe security risksfor different energy tech-
nology choices, and suggeststhat distributed and renewabl e resources need to be part of our secure

energy future:
Table 1:
Security Risks by Technology
Facility Type | Site Proximity | Fuel Conseguen- | Size | Geographic | Technolo-
Risk | Risk Risk | tial Risk Risk | Risk gical & Multi-
Systems Risk
Large High | High High | High High | Low High
Remote
Generation
LargeLocal High | Medium High | High High | Low High
Generation
Transmission | High | High N/A | High High | Mediumto | High
High
Distribution Med. | Low N/A Low Medi | Low High
um
Distributed Low | Low High | Lowto Low | Low Low
Fuel-Based Medium
Generation
Remote Low | Medium None | Low Low | Low Low to
Renewable to High Medium
Resour ces
Distributed Low | Low None | Low Low | Low Low to
Renewable Medium
Resour ces
Energy Neg. | Negative Neg. | Negative Neg. | Negative Negative
Efficiency/D
SM

Source: Regulatory Assistance Project, “Electrical Energy Security: Assessing Security Risks, Part I,” April 2002, p. 10.

5RAPiscommitted to fostering arestructuring of the electric industry in amanner that creates economic efficiency,
protects environmental quality, assures system reliability and applies the benefits of increased competition fairly to
all customers. Moreinformation isavail able at www.rapmaine.org.

”Seewww.rapmaine.org for the April 2002 | ssuel etter “ Electrical Energy Security: Assessing Security Risks, Part 1.”
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In addition to the new security issuesin energy planning, New Hampshire and the region must also
address the load constraints that occur during each summer when we are dangerously close to peak
capacity. During timeswhenthegridiscloseto capacity, | SO-New England works closely with the
industry and communicateswith state officialsin an effort to prevent rolling black-outs. Thissystem has
been successful inthe past two summers; however, thereisroom for improvement, including better pro-
motion of the Load Management Program. Load responseisincreasingly seen asagood short-term
approach to dealing with capacity issues, and adiverse group of interested partieshasbeenworkingona
new initiative called the* New England Demand Responsenitiative” (NEDRI) over the past year to create
both short-term and long-term programsfor theregion.®

NEDRI isworking to devel op acomprehensive, coordinated set of demand response programsfor
theNew England regional power markets. NEDRI’sgoal isto outlineworkable market rules, reliability
standards, and regulatory criteriato incorporate ademand response capability into the el ectricity whole-
sdeandretall markets. Thelnitiativewill promote best practicesand coordinate policy initiatives, but will
not replace the functionsthat the | SO and other organi zations must perform to design and implement
demand-side programs. NEDRI providesabroad-based, facilitated processinvolving the [SO-NE, state
utility and environmental regulators, power generatorsand marketers, utilities, consumer and environmen-
tal advocates, and other stakeholder groups. NEDRI plansto meet at |east tentimesin plenary sessionin
2002. Throughout the process, ateam of highly-skilled technical consultantswill be providing the Stake-
holderswith* scooping” papers, draft program designs, meeting summariesand agendas, and afinal report
at theend of the process.

In addition to thework done by energy and environmental regulators on demand responseandona
processfor temporary easing of environmentad restrictionsduring significant load congtraintsinthe summer
months, energy officiasaso need to coordinate with water regulatorsto alow for smilar restrictionswhen
theneed for eectricity requiresfull use of our hydroel ectric resources. For example, thispast summer
when New England was dangeroudy closeto capacity, regulators|earned that at least 500 MW of energy
was not available dueto imposed water restrictionsto addressthe drought conditions. A mechanism
needsto be established to assurethat in an effort to prevent rolling or spot black-outs, such bansmay be
temporarily lifted to avert acrisis. Despitethefact that NH isanet exporter of energy, if thereisablack-
out somewhereintheregion, it can stressthe entire grid network and have serious consegquencesfor both
our economy and our environment.

Other important energy - environmental collaborationsat theregiona level arefacilitated by theNew
England Governor’sConference (NEGC). NEGC isaninformd alianceamong thesix Governorsinthe

8More detailson NEDRI are available at www.nedri.raabassociates.org.
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region. It hasbeeninexistencesincecolonid days, and wasformally establishedin 1937 to promote New
England’seconomic development and related issues. 1n 1981, the Conferenceincorporated asanon-
partisan, non-profit corporation. Theregion’ssix governorsserveasitsBoard of Directors, and annually
select aChairman to overseetheactivities of the organization.

NEGC jointly administersthe Northeast International Committeeon Energy (NICE) withthe Eastern
Canadian Premiers(ECP), whichincludestheleaders of Newfoundland and L abrador, New Brunswick,
Nova Scotia, Prince Edward Island, and Quebec. Through NICE, the NEGC/ECP have adopted the
Climate ChangeAction Plan (CCAP), and formed aSteering Committee of staff membersfrom the Gov-
ernorsand Premiersenergy and environmental agenciesto implement the CCAP.

The Steering Committeeworked in fiveteamsto devel op initiativesto meet the goalsof the CCAP:
Energy, Trangportation, Inventory and Registry, Adaptation, and “Lead by Example.” InAugust 2002 the
leaders met and adopted theinitiatives proposed by the Steering Committee. Theinitiativesinclude sever-
a that will beimplemented over thenext year, including energy efficient traffic lights, workingwith colleges
and universitiesto achieve emissionsreductions, committing statesand provincesto purchasing energy
efficient office equipment, and theincreased use of cleaner and morefud efficient carsin stateand provin-
cid fleets. Detailsonthese and other activities can befound at www.negc.org.

Thework of NEGC/ECP has been recognized asamodel for international cooperation on energy,
environmenta and economicissues. New Hampshire' scontinued roleinthisgroup will result in benefitsto

thestate and theregion.

5.3 Recommendationsfor Representing New Hampshire
in the Region

New Hampshire hasbeenwell represented at theregional and national levelsby the Public Utilities
Commission, ECS, the Department of Environmental ServicesAir Resources Division, and the Gover-
nor’sOfficethrough participationin several groupsand initiatives, including NASEO (National Associa
tion of State Energy Officials), NARUC (National Association of Regulated Utility Commissioners),
NECPUC (New England Conference of Public Utility Commissioners), New England Governor’sCon-
ference (NEGC), and CONEG (Coalition of Northeast Governors). Theincreasingimportance of re-
gional issuesrequiresthe continued attention of New Hampshire regulators and policymakersto ensure
that New Hampshire' sinterestsare protected. The PUC hasplayed aleadership rolein representing the
state'sinterest at theregiond level, and should be provided with the resourcesto continuein thisimportant
role. It should also continue to coordinate with other state agenciesworking on related issues at the

regiond level.
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